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Values in million U.S. $ unless 
otherwise indicated Exchange Rate: 
U.S. Dollar = 7.1428 Kenya Shillings 


ECONOMIC INDICATORS 
Est. % change 
1971 1972 1973 1972/73 
Population (millions, at mid-year) 11.67 12.07 12.49 + 
GDP at constant (1964) prices 1,448 1,542 1,642 + 
Per capita GDP at constant (1964) prices (dollars) 124.0 127.8 L3t.0 + 
GDP at current prices 1,610 1,826 2,047 + 
Per capita GDP at current prices (dollars) 138.0 151.3 163.9 
GNP at current prices 1,772 1,969 e,eee 
Per capita GNP at current prices (dollars) 253. 163.1 177.0 
Gross fixed capital formation at current prices 403. 449.0 508.2 
Inventory increases 50. 8.9 64.4 
Money supply (Dec. 31) 490. 559. 693. 
Commercial bank credit outstanding (Dec. 31) 336. 339. 451. 
Commercial bank deposits (Dec. 31) 446. 496. 638. 
Ratio of lending to deposits (Dec. 31) 752 68. 70. 
Treasury bill interest rate (average) a. 5 O. 
External public debt (June 30) 265 3o8. 
Internal public debt (June 30) 210. ST 6 
*Debt service ratio 6. 3 
Foreign exchange reserves (Dec. 31) 75% 229. 
Balance of payments (surplus +, deficit -) 
Visible balance 235.6 ; 152.9 
Invisible balance 144.2 . 79.2 
Long term capital movements 42.6 ' 96.6 
Overall balance 79.8 26.9 
Overseas import price index (1964 100) 117 150 
Overseas export price index (1964 = 100) 99 127 
Terms of trade, external (1964 = 100) 85 85 
Foreign trade: 
Total imports (C.I.F.) 560. 2 
from EAC (Tanzania & Uganda) _ 44.7 
from U.K. 157.9 
from Japan 54.1 
from F.R.G. 45.1 
from U.S.A. 45.7 
from Iran 28.0 
Total exports (F.0.B.) 229.8 
to E.A.C. (Tanzania & Uganda) 94.9 
to U.K. a1.3 
to F.R.G. 19.7 
to Netherlands 9.3 
to U.S.A. 13,8 
to Zambia 2.3 10. 
Nairobi lower income consumer price index (Aug. 1971=100) 100.9 103. 
Nairobi middle income consumer price index(Aug. 1971=100) 100.8 105. 
Industrial production index (1969 = 100) a21.,.6 l27.. 
Electric power produced domestically (million KWH) S91 <3 664. TeV os 
Electric power consumed (million KWH) 13300 794. 859.7 
Private urban construction completed 35.4 35.8 16.3 
Employment in the modern sector (000) 691.2 719.8 761.6 
Earnings in the modern sector 188.1 206.8 23244. 
Arrivals of tourist, transit & business visitors (000) 411.2 444.3 
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*Service charges on external public debit, divided by credits on balance of payments current 
account excluding international investment income, private and government transfers. 
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Est. % change 
1971 1972 1973 1972/73 
Hotel bed-night occupancy (000) 4,215 4,980 §,855 + 17.6 
Hotel bed occupancy rate 52.0% 49.7% 47.6% - 4.2 
New motor vehicle registration (000) 18.8 15.8 13.9 = 42.0 
Freight handled at Mombasa port (O00 metric tons) S57 s. 5,455 6,206 + 13,8 
Freight handled at Nairobi airport (000 metric tons) 19.4 25.9 ate ae 
Production of major items: 
Coffee (O00 metric tons) S95 62. 
Tea (OOO metric tons) Jaa S33 
Wheat (O00 metric tons) 205.7 164. 
Sugar (OOO metric tons) 124.3 91. 
Sisal (O00 metric tons) 44.8 41. 
Pyrethrum extract equivalent (metric tons) 142.8 185. 
Cattle and calves (000 head) 209.9 199. 54.0 = 
Milk (million liters) 220.4 268. 2713.7. + 
Beer (million liters) G35 109. i s < 
Cement (O00 metric tons) 794.0 799. 1944 
Sales of mineral output ($ million) 1.0 9.6 + 
Soda ash (000 metric tons) 149.9 144.7 201.8 + 
Crude oil throughput (million liters) 2,966 2,025 3,069 + 4. 
Paints (O00 liters) 3,10) 4,166 4,484 + ‘ee 
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Fabrics (million square meters) aos8 2 tad 2626. = ae 
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Main imports from U.S.A. (1973): Wheat, $10.1 million; kraft paper, $2.5 million; aircraft, 
$2.1 million; animal fats and oils, $1.8 million; fungicides, $1.8 million; insecticides, 
$1.6 million; motor vehicle parts, $1.5 million; aircraft parts $1.3 million; steam gene- 
rating boilers, $1.2 million; tracked agriculture machinery, $1.1 million; construction and 
mining equipment, $1.0 million. 


Main exports to U.S.A. (1973): Arabica coffee, unroasted (6,100 metric tons) $7.1 million; 


tea (7,302 metric tons) $6.6 million; Pyrethrum extract (113,161 kilograms) $3.0 million; 
maize (16,764 metric tons) $1.3 million; wood carvings, $324,000; canned vegetables 
(694 metric tons) $306,000; zoo animals (13,681 animals) $189,000. 


ECONOMIC REFERENCES: Economic Survey 1974, Ministry of Finance and Planning (MFP) ; 
Development Plan 1974 - 1978, MFP; Statistical Abstract 1973, MFP; Annual Trade Report of 
Tanzania, Uganda, and Kenya 1973, East African Customs and Exise Department; 1973/74 

and 1974/75 Estimates of Recurrent Expenditure, 1973/74 and 1974/75 Estimates of Revenue, 
and 1973/74 and 1974/75 Estimates - Development, MFP; A Guide to Industrial Development in 
Kenya,Ministry of Commerce and Industry; Economic and Financial Review, Central Bank of 
Kenya; Investment Climate in Kenya, Nairobi A-124, Aug. 23, 1973; Kenya's Balance of 
Payments, Nairobi A-134, Sept. 14, 1973; Mining and Minerals: Kenya's Production and 
Potential, Nairobi A-160, Dec. 18, 1973; Kenya's Foreign Trade - 1973, April 30, 1974. 





SUMMARY 


Kenya's Gross Domestic Product topped the two billion dollar 1/ 
mark in 1973. Growth of the manufacturing sector lead the way 
and this sector became, after government, the second largest 
sector of the monetary economy, surpassing agriculture for the 
first time. The manufacturing sector is expected to continue 
growing faster than the economy as a whole during 1974 and will 
offer good sales opportunities for U.S. manufacturers of capital 
goods and industrial raw materials. Dry weather conditions 
existed over much of Kenya during late 1973 and early 1974 and 
will limit the growth of agricultural output. A large foreign 
exchange deficit in 1974 due to the increased prices of imports, 
particularly petroleum, will be financed by a draw down of 
reserves and by use of the facilities of the International Mone- 
tary Fund. 


1/ Two slight adjustments were made during 1973 in the Kenya 
shilling/U.S. dollar exchange rate. The year began and ended 
with the rate 7.143 shillings per dollar, a rate that was 
fixed for several years before 1973 and has remained fixed 
during 1974. This rate has been used in this report for all 
conversions from shillings to dollars. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Performance in 1973 


Kenya's overall growth rate in 1973 was satisfactory although 
slightly lower than projected in the Development Plan. Gross 
Domestic Product increased from $1.83 billion in 1972 to $2.05 
billion in 1973 at current prices, an increase of 12.1 percent. 
In real terms, this represented an increase of 6.5 percent 
measured at constant (1964) prices. Agriculture and manufac- 
turing, which account for over a quarter of total product in 
real terms, both achieved a higher level of output than antici- 
pated: real growth of agriculture production was 7.5 percent; 
manufacturing's real growth was 10.7 percent. The rapid real 
growth of the manufacturing sector combined with even faster 
price inflation - growth in current prices was 24.2 percent - 
to make manufacturing second only to the government sector in 
its contribution to national income; agriculture ranked third 
in 1973. 


Exceptional price increases for its commodity exports and in- 
creased sales of manufactures expanded Kenya's exports 30.8 per- 
cent to reach $542 million in 1973. The value of imports 
increased 14.1 percent to $611 but no real growth occurred as 
Kenya's import price index also jumped 14 percent. With an 
even greater increase in the export price index - 17 percent - 
Kenya's terms of trade improved slightly in 1973, to 93 from 

91 a year earlier, on the 1964 index. 


The $30.5 million improvement in the foreign trade account was 
offset by a drop in earnings from tourism, higher repatriation 
of profits by foreign companies, and a decline in government 
transfers to produce a slight worsening of the balance of pay- 
ments current account. A $97 million surplus in the capital 
account was sufficient, however, to cover the current account 
deficit and yield an overall balance of payments surplus of 
$26.9 million, a $2.8 million improvement over 1972. This sur- 
plus is, however, a poor indication of the trend in reserve 
movements that became evident during the year. In the first 
six months of 1973, Kenya's foreign exchange reserves increased 





by $80 million to reach a record high of $284 million in June. 
During the next six months, reserves dropped by almost $54 
million as Kenyan businessmen rebuilt their inventories 
depleted by the government's import control program of late 
1972 and the first half of 1973. The import control program 
was abandoned when foreign exchange reserves reached the 
record level in June. 


Outlook for 1974 


As is the case with most small, developing countries, Kenya is 
very much at the mercy of international economic forces over 
which it has little or no control. The Kenyan economy, parti- 
cularly the growing manufacturing sector, is dependent on 
imported capital goods and raw materials. Since these goods 
must be imported to support increased production and economic 
development in general, Kenya has no choice but to pay the 
inflated market prices for these goods or forego the benefits 
of economic growth. Kenya was able to pay for these imports 
in 1973 because the prices of its commodity exports were swept 
along with increasing prices for most internationally traded 
products. There is now some indication that world prices for 
many agricultural commodities and foodstuffs are likely to 
stabilize or even fall in coming months while prices of manu- 
factured goods, which Kenya must import, are increasing at a 
faster rate than was experienced in 1973, especially as the 
effects of higher oil prices work through the world economy. 


Because of the uncertainty of world price movements as well as 
the uncertainty of weather conditions in Kenya - the two most 
important variables influencing the health of the Kenyan 

economy - projections of the course of the economy for the rest 
of 1974 must be considered indicative estimates at best. The 
effects of the international situation should produce a very 
large balance of payments deficit for the year but the economy 
as a whole - largely because of the diversified nature of 
economic activity in Kenya - is expected to register real growth 
near five percent. 





Large Balance of Payments Deficit Expected 


Kenya had only a small balance of payments deficit ($7 
million) for the first five months of 1974, but as pay- 
ments for higher priced imports, particularly petroleun, 
come due, a very large deficit is expected to develop. 
The cost of oil imports alone is expected to rise by at 
least $125 million, assuming no increase in the quantities 
imported, Most of this foreign exchange outflow will be 
offset by Kenya's exports of refined petroleum products, 
but a net deficit in the oil account in excess of $40 
million is expected. In the past, Kenya has generally 
achieved a small foreign exchange surplus from its trade 
in oil products. 


The Kenyan Government's current policy is to avoid, as 
much as possible, restrictions for balance of payments 
reasons on the imports necessary for domestic production, 
but new import control procedures were established in 
early June in case they are needed later in the year. 
These regulations call for quotas on individual categories 
of imports but the quota dimensions have yet to be 
established. Given its policy of avoiding restriction on 
imports, the Kenyan Government expects imports, including 
oil, to increase by a quarter of a billion dollars, a 
forty percent jump. With the $85 million to $100 million 
increase in the value of exports expected by the govern- 
ment, the 1974 trade deficit would approach $300 million. 


Foreign exchange earnings from tourism, which are currently 
stagnant but at least no longer declining, and net capital 
receipts will cover a large portion of the trade deficit, 
but the overall balance of payments deficit should be in 
the neighborhood of $125 million. Part of this deficit 
will be paid for by a net withdrawal from foreign exchange 
reserves but additional sources of finance will be needed. 
The Kenyan Government, therefore, plans to seek a loan from 
the International Monetary Fund under the IMF's proposed 
special oil facility. As the Kenyan Government has to date 
made no use of its credit facilities at the IMF, it is 





probable that Kenya will be required to use its Special 
Drawing Rights allocation and to draw its gold tranche 
and one or two of its four potential credit tranches 
before it is considered for the special oil facility. 
The use of its SDR allocation, the gold tranche and two 
credit tranches would add $57 million to Kenya's foreign 
exchange holdings. 


But the Economy Continues to Expand 


If, as it hopes, the Kenyan Government can avoid excessive 
restrictions on imports and needed raw materials can be 
obtained, manufacturing should haveanother excellent year 
in 1974; real growth in production should be about 10 per- 
cent. Drought conditions which prevailed in much of Kenya 
in late 1973 and early 1974 will limit the growth of 
agricultural production and only a small increase in real 
output can be expected. Kenya's two most important export 
crops - coffee and tea - are expected to drop in production. 
This drop should be offset, however, by expected increases 
in the production of sisal, pineapples, sugar, and live- 
stock to provide some overall growth of the agricultural 
sector. 


As economic conditions largely outside Kenya's control, e.g., 
international commodity prices, world inflation, and the 
weather, will have more effect on the Kenyan economy this 
year than will government fiscal and monetary policy, the 
government's intervention in the economy over the next year 
will be aimed more at maintaining real incomes through the 
encouragement of increased production rather than attempting 
to control inflation through restrictive public finance 
measures which could throw the economy into a recession. 
Wishing to take some inflationary pressure out of the economy, 
the government in June 1974 announced a one percent increase 
in the "prime rate" of interest to eight percent, a res- 
triction on the growth of bank credit to the private sector 
of twelve percent over the next year, and new tax measures, 
chiefly higher corporate income tax rates and higher levies 
on luxury goods and petroleum products, which would absorb 





an estimated $32 million during the fiscal year. These res- 
trictive measures were more than offset, however, by an 18 
percent increase in total government spending during the 
1974/75 fiscal year which is expected to produce a $44 million 
budget deficit. Spending on development will increase by over 
a third to almost $250 million, while the 11 percent increase 
in the recurrent account to $527 million represents no real 
increase when adjustment is made for price changes. 


Taken together, the increase in the production of the manu- 
facturing sector, the increase in government spending, the 
relative stagnation of the agricultural and tourism sectors, 
and the combined changes in smaller sectors are expected, 
according to Kenyan Government estimates, to produce an in- 
crease in the Gross Domestic Product of 10 to 11 percent in 
current prices in 1974. Adjusting for the expected rate of 
inflation, this increase would yield an overall growth of 

5 percent in real terms. Such growth is well below the target 
of 7.4 percent annual growth set by the Development Plan 
1974 - 1978 published in March 1974 but is nevertheless more 
than satisfactory when compared with the expected growth of 
more developed economies during this difficult period of 
world-wide economic turmoil. 


IMPLICATIONS FOR THE UNITED STATES 


Trade Pattern 


Kenya increased its imports from the United States by 40 percent 
in 1973 to almost $47 million. Most of the $13 million increase 
from the year before was due to $10 million in wheat sales 
necessitated by a sharp drop in Kenya's domestic wheat pro- 
duction. Because of the near drought conditions that prevailed 
in much of Kenya in late 1973 and early 1974, wheat imports will 
again be required this year. American grain suppliers are known 
in the Kenyan market and can be expected to participate in this 
year's sales. 


The other major components of U.S. sales to Kenya are listed on 
page two of this report. In addition to the products listed, the 





United States sold large quantities of chemicals and production 
machinery used by Kenya's growing industrial sector. Total 
sales of chemicals were almost $8 million in 1973 and sales of 
capital goods totaled almost $16 million. Given the Kenyan 
Government's policy of avoiding restrictions on the importation 
of raw materials and capital goods needed by local industry, 
U.S. sales, which are concentrated in these categories, should 
not be greatly affected if general import restraints become 
necessary to conserve foreign exchange. On the contrary, the 
rapid growth expected in the industrial sector should create 
even greater opportunities for American manufacturers. In 
addition to the traditional U.S. exports to Kenya, good oppor- 
tunities exist for plastic resins, synthetic fibers, medicines 
and medical equipment, materials handling equipment, electric 
power generating and distributing equipment, textile machinery, 
hotel and restaurant equipment, and food processing equipment. 


The Importance of Credit 


The increasing scarcity of foreign exchange locally and the 
tightening of domestic credit means that many import orders will 
have to be canceled unless external credit is available. U.S. 
manufacturers have several sources, in addition to their internal 
Sources, they can use for financing their exports to Kenya. The 
Export-Import Bank of the United States laments the fact that it 
has loaned only $12.5 million to finance exports to Kenya; ExIm 
feels that its exposure in a market the size of Kenya's should 

be several times this amount and is therefore encouraging more 
U.S. companies to use ExIm's concessionary export financing. 
Several private U.S. banks have recently established branches or 
representative offices in Nairobi and can provide trade financing 
as well as on-the-spot knowledge of the Kenyan market. These 
banks are Continental Bank, First National Bank of Chicago, First 
National City Bank of New York, and Manufacturers Hanover. In 
addition, Bank of America and Chase Manhattenhave representation 
in Kenya through partially owned subsidiaries. 


Investment Opportunities and Related Equipment Sales 


Direct U.S. investment in Kenya now exceeds $100 million and 





continues to increase. Kenyan Government policies strongly 
encourage private foreign investment and Kenya's political 
stability, favorable climate and location, and comparatively 
viable domestic market have created a good climate for U.S. 
investment. The June 1974 increases in corporate income tax 
(from 40 percent to 45 percent), in income tax on branches of 
foreign companies (from 47% percent to 52% percent), and in 
tax on dividends (from 12% percent to 15 percent) as well as 
restrictions on the use of domestic credit facilities could 
make direct investment in Kenya marginally less attractive to 
some U.S. companies, but should not greatly diminish the 
success American investors have had to date in Kenya. 


The Development Plan 1974 - 1978 repeats the welcome the Kenyan 
Government has traditionally given to foreign investments and 
identifies several major projects in which U.S. companies could 
participate in joint ventures with local interests - 100 percent 
foreign owned operations are unlikely to obtain Kenyan Govern- 
ment approval - or could provide capital equipment through direct 
sales. These projects include beef feedlots, meat processing 
(equipment sales only), fruit and vegetable processing, spinning 


and weaving of textiles, manufacture of wearing apparel (includes 
licensing possibilities), production of basic industrial 
chemicals including fertilizers, processing of oils and fats, 
production of pharmaceuticals, manufacture of sheet glass, manu- 
facture of metal products (primarily equipment sales), and the 
assembly of household applicances including vacuum cleaners, 
fans, stoves, refrigerators and washing machines. 


In seeking foreign investment, the Kenyan Government places 
greater emphasis on the technology, skills, and techniques ac- 
quired than on the immediate inflow of capital. Investment in 
industries which have potential for exports will be given priority 
over import substitution industries which need tariff protection 
to survive. To promote exports, the Kenyan Government has in- 
stituted incentives which include a rebate of the ten percent sales 
tax paid on intermediate products when the final product is ex- 
ported plus a ten percent export subsidy. These innovations and 
others signify the passage of the Kenyan economy from the initial 
stage of development when foreign investors could demand and ob- 
tain a protected local market with assured profitability to a more 
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advanced stage which involves greater risk but also greater 
opportunity. This is an atmosphere in which U.S. companies 
have always thrived; they will continue to be successful if 
they are willing to play by the new rules. 
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